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dividend distribution and built up a suitable reserve fund, they
could have continued to give a reasonable dividend to the
shareholders and at the same time succeeded in maintaining
a strong financial position. Instead, they allowed themselves
and their shareholders to indulge in a policy of extravagant
dividends, with the result that when the losses of the period
of depression appeared, they had insufficient reserves to meet
them. It is, therefore, clear that if the Bombay Cotton-mill
Industry found itself in a state of 'atrophy' in the last few
years, that atrophy was due partly to the lack of foresight on
the part of the management and partly to the wild desire of the
shareholders for abnormal rates of dividends.1
1 The extravagant financial management of the Bombay mills will be
apparent from the following instances: In 1920, 2 mills paid dividends of
over 200 per cent, 14 mills 100 per cent and more, 20 mills 40 per cent
and more. In 1921, n mills paid dividends of 100 per cent and over.
In 1922, 4 paid dividends of 100 per cent and over. In 1923, the first year
of the depression, 7 mills paid dividends of 40 per cent and over (vide
Report of the Tariff Board, Vol. I, p. 83).
Mr. A. S. Pearse instances an extreme case where the shareholders were
not satisfied with a 400 per cent dividend, but expected a 500 per cent one
(vide The Cotton Industry of India, p. 65).
Note on the financial condition of the cotton mills in India in recent years:
From the data collected from the Investors' India Year-Book, we get the
following results:
Out of 65 cotton mills for which the returns are available, 41 are located
in Bombay, and 24 in the up-country centres.
Out of the 41 mills in Bombay, one mill was established in 1920 and
paid dividends only in 1922. This may be left out as an exceptional case of
boom product. Of the remaining 40, 20 were able to pay dividends ranging
from 3 to 32 per cent, and 20 were unable to pay any dividends at all, during
the years 1926-28. The first 20 had paid dividends ranging from 3 to 175
per cent in the boom period, 1917-22, while the last 20 had paid dividends
amounting to between 6 and 120 per cent in the same period. From this it
would appear that, though the payment of high dividends in the boom
period was undoubtedly one of the principal causes of the aggravation of
the financial position of some of the mills in the period of depression, there
were certainly other elements of weakness which also contributed to the
same result.
Out of the 24 mills in the up-country centres, 18 continued to pay dividends
ranging from 6 to 70 per cent, and only 6 were unable to do so, in the years
1926-28. This shows that the up-country mills were on the whole much
less affected than the Bombay mills during the period of depression. In the
boom period, 1917-22, the first group of 18 mills had paid dividends ranging
from 5 to 240 per cent, while in the case of the second group of 6 mills, the
dividends ranged between 6 to 425 per cent. Out of these 6 mills, again,
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